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OVERVIEW
Reporting Entity

The Nuclear Waste Policy Act of 1982 (Public Law 97-425) established the Office of Civilian
Radioactive Waste Management (OCRWM) within the Department of Energy. OCRWM'’s mission is to
manage and dispose of the nation’s spent nuclear fuel and high-level radioactive waste. The Office
provides leadership in developing and implementing strategies to accomplish this mission that assure
public and worker health and safety, protect the environment, merit public confidence, and are
economically viable.

The Nuclear Waste Policy Amendments Act of 1987 (Title V, Public Law 100-203) directed the Secretary
of Energy to characterize only the Yucca Mountain site in Nevada to determine if it is suitable for a
repository for spent nuclear fuel and high-level radioactive waste.

As of September 30, 1998, OCRWM employed 2,632 people. This included 168 OCRWM Federal staff,
17 Federal full-time equivalents (FTEs) at other DOE Headquarters offices, 4 Federal FTEs at the DOE
Nevada Operations Office, 115 U.S. Geological Survey employees, and 2,328 contractor employees,
including employees of national laboratories.

OCRWM is composed of a management center and two business centers organized to carry out two major
projects.

The Yucca Mountain Site Characterization Project, located in Las Vegas, Nevada, oversees the scientific
and technical investigation of Yucca Mountain, including:

= Addressing the major unresolved technical questions regarding the site;
= Constructing and operating the exploratory studies facility;

= Addressing those repository and waste package design elements that are critical to determining the
feasibility and performance of the repository and the engineered barrier system;

= Preparing a final environmental impact statement to accompany the Secretarial site recommendation,
should the site be found suitable; and

= Preparing and submitting a license application for repository construction to the Nuclear Regulatory
Commission, should the President recommend and the Congress approve the Yucca Mountain site.

The Acceptance, Transportation, and Integration Project, located in Washington, D.C., focuses on the
development of processes for the legal and physical transfer of commercial spent nuclear fuel to the
Federal Government, pre-licensing discussions with the Nuclear Regulatory Commission for a non-site-
specific interim storage facility, creation of a national capability for waste acceptance and transportation,
and resolution of institutional issues with stakeholders.

OCRWM'’s Program Management Center provides program integration and management support to the
Director, OCRWM, and to the two business centers. The management center, comprised of the Office of
Program Management and Administration in Washington, D.C., and the Office of Quality Assurance in
Las Vegas, Nevada, is responsible for program planning and administration, program management,
technical and regulatory integration, quality assurance, institutional activities, resources and information
management, and international waste management activities.



Fiscal Year 1998 Technical Performance

In its FY 1997 financia statements, OCRWM established four technical performance measures for FY
1998, al of which were completed during the fiscal year. The FY 1998 measures were;

Completing the viability assessment analyses for licensing and constructing a geologic repository at
the Y ucca Mountain site. The assessment will consist of four key components:

= A design and operationa concept of the repository;

= Anassessment of the performance of that concept in the geologic setting;
= A plan and cost estimate to construct and operate the repository; and

= A plan and an estimate of the coststo complete a license application.

RESULTS The viability assessment was completed as of September 30, 1998, and included the
requisite four key components described in the success measure. On December 18, 1999, the
Secretary of Energy submitted it to the President and Congress and released it to the public.
Completion of the viability assessment also satisfies the corresponding critical milestone for FY 1998
in the Federal Managers’ Financial Integrity Act (FMFIA) Fiscal Year 1997 Report.

Completing generic, non-site-specific interim storage facility work and addressing long lead-time
issues related to storage of waste including design, engineering, and safety analyses.

RESULTS: A design and safety analysis for a Centralized Interim Storage Facility (CISF) was
completed and a Topical Safety Analysis Report (TSAR) was submitted to the Nuclear Regulatory
Commission for final review on September 23, 1998. The CISF was designed as an above-ground
facility, but without a specific site for construction.

Developing a market-driven approach that uses private sector management and operational
capabilities to provide waste acceptance and transportation services. Issuing a revised draft request
for proposals.

RESULTS: A revised draft Request for Proposals (RFP) was issued for comment in November 1997.
A revised draft incorporating comments was Noticed in the Federal Register on September 17, 1998.

Completing a revised Policy and Procedure for implementation of Section 180(c) of the Nuclear
Waste Policy Act.

RESULTS: A Notice of Revised Proposed Policy and Procedure for implementation of Section 180(c)
of the Nuclear Waste Policy Act was issued on April 30, 1998.

Fiscal Year 1999 Technical Performance M easures

The following have been identified as technical performance measures for OCRWM in FY 1999.

Publish a draft Environmental Impact Statement in FY 1999. The Nuclear Waste Policy Act requires
a Fina Environmental Impact Statement to accompany the site recommendation.

Complete repository and waste package design inputs for use in total system performance assessment
for the repository license application.



=  Complete peer review of the total system performance assessment in FY 1999 to provide formal,
independent evaluation and critique.

Fiscal Year 1998 Financial Performance

OCRWM isrequired by the NWPA to recover the full cost of the Program. Full cost recovery is based on

the balance between program cost and income. The Program’s cost was estimated in the Analysis of the
Total System Life Cycle Cost of the Civilian Radioactive Waste Management Program, dated December
1998. Nuclear Waste Fund Fee Adequacy: An Assessment, also issued in December 1998, indicated that
the fee charged to utilities is adequate under the assumptions used in the analysis. Even with the
uncertainties described in the assessment, there is no need to adjust the fee at this time.

Program funding comes from the Nuclear Waste Fund (NWF) and the Defense Nuclear Waste Disposal
Appropriation (DNWDA). The NWF consists of fees paid by the owners and generators of spent nuclear
fuel from civilian reactors, in accordance with provisions of their contracts with the Department of
Energy (DOE) for disposal services. NWF assets in excess of those appropriated to pay program costs are
invested in U.S. Treasury securities. The DNWDA was established by the Congress to fund the cost of
disposal of high-level radioactive waste resulting from atomic energy defense activities. As of September
30, 1998, cumulative accrued revenue from fees, including the DNWDA, totaled approximately $11.57
billion, and cumulative interest earnings and other revenue totaled approximately $5.84 billion.
Cumulative expenditures from appropriations, including direct appropriations to the Nuclear Regulatory
Commission, the now defunct Office of the Nuclear Waste Negotiator, and the Nuclear Waste Technical
Review Board, totaled approximately $6.0 billion.

As of September 30, 1998, the U.S. Treasury securities held by OCRWM had a market value of $8.61
billion. The net income from investments for fiscal year 1998 was $466.7 million, including $466.6
million in interest earnings and $49,891 in net gains on the sale of securities. Over the last year, based on
market value, OCRWM'’s investments returned 17.9 percent compared to 12.5 percent for the average
long-term Treasury security mutual fund.

OCRWM'’s primary financial performance goal is to ensure that future spending needs can be met.

Therefore, OCRWM has adopted the asset-liability matching approach to investing used by pension funds
and insurance companies. By matching investments to anticipated funding requirements, OCRWM

reduces the risk that changes in interest rates will adversely affect the value of its investments, ensures
that identified spending projections will be met, and makes investments at the most favorable rates
currently available.

In its FY 1997 financial statements, OCRWM established the following financial performance measure
for FY 1998:

e To increase from 6 to at least 12 the number of years in the 2004-2028 period, for which invested
Program assets match anticipated liabilities.

RESULTS. In FY 1998, 11 years were fully matched and $1 billion was invested to partially match four

other years. During the fiscal year, OCRWM conducted an extensive review of its investment strategy.

The purchase of long-term zero-coupon Treasury securities was suspended for several months pending

the outcome of that assessment. The review revalidated every aspect of OCRWM's investment strategy,
and the purchase of long-term zero-coupon Treasury securities to match the Program’s long-term
liabilities has resumed.



FY 1999 Financial Performance M easur es

* To maintain an adequate liquid reserve of approximately $2 billion in short-term Treasury securities,
with an average maturity of 3 years, to meet unexpected spending needs.

e To redlocate existing investments and invest any additional surpluses to match the revised Program
spending profile, as defined in the FY 1998 TSLCC, through at least 2019.

Year 2000 (Y 2K) Compliance

OCRWM has assigned high priority to ensuring that its computer systems operate on and after January 1,
2000. Significant efforts and resources are being invested in the assessment, renovation, validation
asY 2K -compliant, and implementation of both mission-critical and non-mission-critical systems by
March 31, 1999.

As of January 22, 1999, OCRWM'’s four mission-critical systems had been validated as Y2K-compliant
and implemented.

OCRWM is also addressing the Y2K compliance of its 3,225 non-mission-critical systems. OCRWM has
214 non-mission-critical software applications, all of which have been assessed and 173 have been
certified Y2K-compliant. OCRWM has 10 telephone systems, of which 7 have been assessed and 5 have
been certified Y2K-compliant. OCRWM has 32 networks, all of which have been assessed and 30 have
been certified Y2K-compliant. OCRWM has 164 hosts or servers, of which 161 have been assessed and
125 have been certified Y2K-compliant. OCRWM has 2,712 workstations, all of which have been
assessed and 2,242 have been certified Y2K-compliant. OCRWM has 22 building systems, of which 20
have been assessed and 8 have been certified Y2K compliant. OCRWM has 20 pieces of laboratory
equipment, none of which have yet been assessed or certified. There are also 51 embedded systems, of
which 47 have been assessed and 36 have been certified Y2K-compliant. All non-mission-critical systems
are scheduled to meet Y2K compliance requirements by March 31, 1999.

There is a concern that the telephone switch equipment, voice mail systems, and paging systems for the
Nevada Test Site at the Nevada Operations Office (NVO) are not Y2K-compliant. NVO provides
operations support (personnel and procurement) for OCRWM'’s Yucca Mountain Site Characterization
Office (YMSCO), creating the potential for impact on YMSCO operations. However, NVO’'s new
telecommunications contractor, GTE, has contractual requirements to upgrade all components of the
NVO systems noted to Y2K compliance by June 30, 1999.

The following table estimates OCRWM's Y2K costs; it includes the estimated costs of hardware and
software procurements and upgrades, as well as burdened labor costs to investigate, test, renovate, and
validate Y2K compliance for all systems and software.



Year 2000 Cost Estimatesin Thousands

SUB-ORG 1996 1997 Y2K | 1998 1999 2000 TOTAL
Y2K Costs Y2K Y 2K Y 2K Y2K Costs
Costs Costs Costs Costs

OCRWM-HQ $0 $ 283 $160 $ 75 $ 25 $ 543

Kenrob $0 $2,448 $ 72 $285 $150 $2,955

M&O $0 $3,802 $372 $562 $148 $4,884

OCRWM-YMSCO $0 $ 857 $ 25 $ 25 $ 25 $ 932

TOTAL: $9,314

The required contingency plans for mission-critical systems are being developed and will be completed

by March 31, 1999. The contingency planning process entails the identification of the most likely worst-

case scenarios and plans for their mitigation. The contingency plans will be incorporated into OCRWM's
business continuity plans scheduled for completion by June 30, 1999.

Limitations of the Financial Statements

The accompanying financial statements were prepared to report the financial position, net costs, changes
in net position, budgetary resources, and financing of the Nuclear Waste Fund and the Defense Nuclear
Waste Disposal appropriation, pursuant to requirements of the NWPA, as amended. While the statements
have been prepared from the books and records of the NWF and the Defense Nuclear Waste Disposal
appropriation, in accordance with the formats prescribed by the Office of Management and Budget, the

statements are different from the financial reports used to monitor and control budgetary resources, which
are prepared from the same books and records.

The statements should be read with the realization that they relate to the Nuclear Waste Fund and the
Defense Nuclear Waste Disposal appropriation; that unfunded liabilities reported in the financial
statements cannot be liquidated without the enactment of an appropriation; and that the payment of all
liabilities, other than those resulting from contractual obligations, can be abrogated by the U.S.
Department of Energy.
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Indepeadent Auditors' Report on Financial Statements

Uniged States Department of Energy
Office of Civilian Radivactive Waste Management:

We have audited the acocmpanying halance sheet of the Ofice of Civilian Radicactive Wasic Management
(OCEWM) as of September 30, 1598, and the related ststement of net cos), statement of changes in net
posation, statement of budgetary resources, and statement of financing foe the vear then ended. These
financial staements are the responsibilay of OCRWM's management. Our responsibiliey is 1 EApress an
opinzon on these fisncial statements hased on cur audin

Wie conducted our audil in accordance with generally accepied audining standards: the standards applicable
finencial audits contained in Government Auditing Standaeds, issued by the Comsperoller General of the
United Seares; and Offce of Maragement and Budgel Bullesin Mo, 93-08. Awdit Reguirements for Fedeml
Fimncial Stalements, except for those portioss of the Bulletin that refate to the Federal Fisancial
Mezzagement Impeovement Act (FFMIA) of 1996 The Deparement of Energy Office of Inspector General is
responsible for determining compliance with FFMIA, Those stasdands require that we plan and perform the
st 40 abeain reasomable assumance aboum whether the financial statements are free of matenal missitement.
An gudil includes examming, on a test basis, evidence supporting the amcunts and discloswres in the
financial stafements.  An sedit also includes assessing the sccounting principles wsed and signilican
estimates made by management. as well as evaluating the overall finarcial stalement presestalion. We
belseve that our sedit provides a ressonable basis for oo apinion

As deseribed in note 2. the finarcial sistements were prepared in conformsity with the hierarchy of accousting
peinciples and standards approved by the princigals af the Federal Accounting Standards Advisory Board
This hierarchy is a2 comprehensive basis ol accomnting other thas generally accepted accounting princaples.

As discussed in note 12 to the fimancial stalements, DCRWM is involved as a defendant in several matters of
litigation relsting 10 its inability to accept waste by the lameary 31, 1998 date specificd in the Noclear Waste
Policy Act of 1982, as amended. The Court of Appeals for the District of Codsmbia Cincedt has reled tha
the Standard Coatract (1) imposes an wnconditional obligiicn ca DOL 1o inilisse waste acceptance by
Jarsary 31, 199K and (2} offers a potentially ldﬁmf remedy for the failure of DOE 10 meet this obligation.
It is too early to evaleate the ullimate impact on OCRWM of claims based on the decisions in these cases and
resolutson of such chims will invalve highly faci-specific and mndividuslized decisions abost the costs
incerred by each comract holder as a result of the delay of DOE in meeting its ebligation under the Stamidard
Contract. However, DOE has esumated possible damages to be between $300 million and $1 billion. if 21
utilsties file chaims. Some utility represestatives have estimated damages iotaling 545 Billion, OCRWM bas
recerded an estimated liability of $500 millscn relating 10 these mafiers in the firancal statements for the
vear ended Scptember 30, 1993,
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In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Office of Civilian Radioactive Waste Management as of September 30, 1998, and its net costs,
changes in net position, budgetary resources, and reconciliation of net costs o budgetary obligations for the
year then ended on the basis of accounting described in note 2.

As discussed in note 2 1o the financial statements, OCRWM implemented Statements of Federal Financial
Accounting Standards No 4, Managerial Cost Accounting Concepts and Standards for the Federal
Covernment and No. 7, Aceounting for Revenwe and Other Financing Sources and Concepis for Reconciling
Budgetary and Financial Accounting, effective October 1, 1997,

In accordance with Governmenr Auditing Standards, we have also issued reports dated January 15, 1999 on
our consideration of OCRWM's internal control over financial reporting and on its compliance with lows and
regulations.

Our audit was made for the purpose of forming an opinion on OCRWM's financial statements. taken as a
whole. The information presented in the Overview is not a required part of the basic financial statements but
15 supplementary information required by Office of Management and Budget Bulletin No. 97-01, Form and
Content of Agency Financial Statements. We have considered whether this information is materially
inconsistent with the principal financial statements. Such information has not been subjected 1o the auditing
procedures applied in the audit of the financial statements and, accordingly, we do net express an opinion on
it. The performance infermation included in the Overview is addressed in our auditors' report on internal
controls over financial reporting in accordance with OMB Bulletin Mo, 98-08.

KIPM& L1 p

January 15, 1999



UNITED STATES DEPARTMENT OF ENERGY
OFFICE OF CIVILIAN RADIOACTIVE WASTE MANAGEMENT

Balance Sheet
Az of Seplember 30, 1998
{Dollars in thousands)
Asmels
Intragovernmental:
Fund balance with Treasury (nole 3) 5 o0, 765
Investmenis (nobe 4) &.610.666
Accounts receivalble:
Receivable from Depanment of Energy (notes 2 and 11] 1175211
kWh fees (nowe 5) 9,848
Accroed investment plerest {note 4) B3I RET
Omheer assets 278
Todal intragovernmental assets 0010625
Accounts receivable (note 5):
k'Wh fees 144,521
Ome-time spent fuel fees BAO 48D
Interest from one-time spent fuel fees 1415345
General property, plant, and equipment, net {note &) 28,112
Oither assets 993
Tokal Assets i 12,439 885
Liabilities
Liabilities covered by budpetary resources;
Intragovernmental:
Accounts payable 5 4,253
Deterred fees revenoe (mode 14) 1,373,036
Total intragovermmental liabilities 1,377,289
Accounts payable 47437
Dieferred revenves (note 14) 0,794 Bh&
Contract holdback 390
Other governmental liabilities 3,390
Total liakilities covered by budgetary resousces 11,223,372
Linbilities not covered by budgetary resounces:
Intragovernmental:
Pension and other actuarial linbilities 3,740
Cither unfunded governmental liahilities 3431
Estimated linbility for waste acceptance obligation (aote 12) SO0, D00
Total liabilities not covered by budgetary resources 507,191
Toal Liabilinies 10,730,563
Commitments and contingencies (noles 12 and 135
Mel position:
Unexpended appropriations (noe T) 142,371
Cumulative resulis of operations (3270300
Todal pet poaiion before unrealized gain (184,659)
Unrealized gain on investments available for sale 01,581
Total met position ' 709,322
Teal Liabalities and net pasition b3 12,430 885
Pr———

=S¥ 43

The accompanying nodes are an integral part of these statements.
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UNITED STATES DEPARTMENT OF ENERGY

OFFICE OF CIVILIAN RADIDACTIVE WASTE MANAGEMENT
Statement of Met Cost

For the year ended September 30, 1998

(Dollazs in thousamds)

Costs:
First repository {notes 1 and 2)

All other programs:
Program support
Transfer appropriation (note 9)
Waste acceptance, storage and transportation
Imputed costs (note 10)

Total all ather programs

Total cost of operations

Estimated liakility for wasie acceplance obligation (note 12)
Less: eamed revenee (note 14)

HNet cost of operations

The accompanying notes are an integral part of these statements.
9

i

343,902

35,444
21,600
10
1102

85,242

429, 144
SO0 OO0

(428,042)

.02



UNITED STATES DEPARTMENT OF ENERGY

OFFICE OF CIVILIAN RADIOACTIVE WASTE MANAGEMENT
Statement of Changes in Net Position

For the year ended September 30, 1998

(Dollars in thousands)

Net cost of operations b (501,102}
Financing Sources (other than exchange revenues):

Imputed financing 1,102
Net resulis of operations (S0, 00}
Prior period adjustment (note 15) 149,822
Met change in cumulative results of operations (350,178}
Decrease in unobligated balances (33,823)
Change in unrealized gain on investments 774,018
Change in net Position 368,017
Net position - beginning of the period 341,305
MNet position - end of period 3 709,322

The accompanying notes are an integral part of these statements.
10



UNITED STATES DEPARTMENT OF ENERGY

OFFICE OF CIVILIAN RADIOACTIVE WASTE MANAGEMENT
Statement of Budgetary Resources

For the vear ended September M), 1998

(Dollars in thonsands)

Budgetary resources:
Budgetary authority 5 346,000
Unobligated balance:

Brought forward October 1 107,075

Adjustments:

emporarily restricted from FY 96 authority (note 3) (RS0
Total budgetary resources 5 68,075
Status of budgetary resources
Obligations incurred 5 353,545
Unobligated balances available:

Apportioned, balance currently available (note 7) 14,530
Toxal status of budgetary resources 5 i&
Dutlays
Obligations incurred i 353,545
Obligated balance net, beginning of period 138,394
Obligated balance transferred, net (18}
Less: obligated balance net, end of period {97,985)
Total outlays 3 393,938

The accompanying notes are an integral part of these statements.
11



UNITED STATES DEPARTMENT OF ENERGY

OFFICE OF CIVILIAN RADIOACTIVE WASTE MANAGEMENT
Statement of Financing

For the year ended September 30, 1998

(Daollars in thousands)

Resources used o finance activities
Budgetary resources obligated for arders and delivery of goods and

services to be received or benefits o be provided to others b 353,545
Less earned revenie (428,042)
Less offsetting collections, recoveries of prior year authority (1%
Transfer-in (naote 9] 21,600

Taotal resources used (o finance activities (52,915

Relationship of total resources to the net cost of operations

Deduct resources used to find items not part of the net cost of operations:
Increase or (decrease) in budgetary resources obligated to order goods and

services nol yel received or benefits not yet provided 44,040
Resources that fund expenses recognized in prior periods 3,363
Resources that finance the acquisition of assets or liquidation of liabilities {S.QIEE
Total resources used to fund items not part of the net cost of operations 42,304

Resources Used to Finance the Net Cost of Operations (10.522)

Costs that do nol generale resources

Components of net cost of operations that do not require or generale resources
during the reporting period:

Expenses or exchange revenue related to the dispotition of assels or
liabilities, or allocation of their costs over time:

Expenses related to use of assets 10,371

Lasses ar (gains) from revaluation of assets and liabilities 189

Decrease or (increase) in exchange revenue receivable from the public (38}
Subtotal 10,522
Estimated liabality for waste acceptance obligation {note 12) S000,000
Other net cost components that do not require or penerale resources

during the reporting period 1,102
Total components of net cost of eperations that do nol generate

resources during the reporting period all1,624

Met cost of operations 5 501,102

The accompanying notes are an integral part of these statements,
12



UNITED STATESDEPARTMENT OF ENERGY
OFFICE OF CIVILIAN RADIOACTIVE WASTE MANAGEMENT

Notes to Financial Statements

September 30, 1998

(Dollars in thousands unless otherwise noted)

)

L egislative Background

The Nuclear Waste Policy Act (NWPA) was signed into law on January 7, 1983. The NWPA
establishes a framework for the financing, siting, licensing, operating and decommissioning of one or

more mined geologic repositories for the Nation’s spent nuclear fuel and high-level radioactive waste
which is to be carried out by the Department of Energy’s (DOE) Office of Civilian Radioactive Waste
Management (OCRWM). In addition, the NWPA contains other provisions including:

Assigning responsibility for the full payment of disposal cost to the owners and generators of
high-level waste and spent nuclear fuel and, accordingly, creating a special Nuclear Waste
Fund (NWF) within the Treasury of the United States.

Providing for contracts between the DOE and the owners and generators of spent nuclear fuel
and high-level radioactive waste pursuant to which DOE is to take title to the spent nuclear fuel
or high-level radioactive waste as expeditiously as possible, following commencement of
repository operations and, in return for payment of fees established by the NWPA, to begin
disposal of the spent nuclear fuel or high-level radioactive waste not later than January 31,
1998.

Requiring evaluation of the use of civilian disposal capacity for the disposal of high-level
radioactive waste resulting from atomic energy defense activities (defense waste). In
April 1985, the President notified DOE of his determination that a separate defense waste
repository was not necessary and directed DOE to proceed with arrangements for disposal of
such waste. Fees, equivalent to those paid by commercial owners, must be paid for this service
by the Federal government.

On December 22, 1987, the President signed into law the Budget Reconciliation Act; Subtitle A of
Title V of which contained amendments to the NWPA of 1982. The legislation directed DOE to
characterize only the Yucca Mountain site in Nevada as a candidate site for the first repository.

The legislation also provided for the termination of site—specific activities at all candidate sites other

than the Yucca Mountain site, within 90 days of enactment, and for phasing out, not later than 6

months after enactment, all research programs in existence designed to evaluate the suitability of
crystalline rock as a potential repository host medium. In the event that the Yucca Mountain site

proves unsuitable for use as a repository, the legislation requires DOE to terminate site-specific
activities and report to Congress.

Further, the legislation authorized DOE to pay interest on overpayments of kilowatt hour (kwWh) fees
consistent with the December 5, 1985 ruling of the United States Court of Appeals as discussed in
note 5. Interest on these overpayments of kWh fees was fully paid or credited as of September 30,
1990.

13 (Continued)



UNITED STATESDEPARTMENT OF ENERGY
OFFICE OF CIVILIAN RADIOACTIVE WASTE MANAGEMENT

Notes to Financial Statements

September 30, 1998

(Dollars in thousands unless otherwise noted)

)

Additionally, the legislation annulled and revoked DOE'’s Monitored Retrievable Storage (MRS)
proposal, submitted to Congress on March 31, 1987, to construct an MRS facility in Oak Ridge,
Tennessee. However, the legislation authorized DOE to site, construct and operate one MRS facility
subject to certain conditions.

Although the NWPA prohibits the selection of an MRS site through a DOE-directed site-survey
process until the repository site is recommended to the President, it allowed for expedited siting to
proceed via a Nuclear Waste Negotiator, authorized to negotiate a proposed agreement with a State or
Indian Tribe that would agree to host a repository or MRS facility. The Negotiator was to submit to
Congress proposed agreements. No volunteer hosts were identified, and the Office of the Nuclear
Waste Negotiator expired in January 1995.

Significant Accounting Policies

Basis of Presentation — These financial statements include all activity related to OCRWM, including
the Nuclear Waste Fund (NWF) and the Defense Nuclear Waste Disposal appropriation, used for
nuclear waste disposal activities. They have been prepared from the books and records of OCRWM in
accordance with the form and content for agency financial statements, specified by the Office of
Management and Budget (OMB) in OMB Bulletin No. 97-01. Generally accepted accounting
principles for the federal government consist of the following hierarchy:

* Individual standards agreed to by the Director of OMB, the Comptroller General, and the Secretary
of the Treasury and published by OMB and the General Accounting Office;

* Interpretations related to the Statement of Federal Financial Accounting Standards issued by OMB;

* Requirements contained in OMB Bulletin No. 97-orm and Content of Agency Financial
Statements; and

e Accounting principles published by other authoritative standard-setting bodies and other
authoritative sources.

Basis of Accounting — OCRWM’s financial statements are prepared using the accrual method of
accounting. Under the accrual method, revenues are recognized when earned and expenses are
recognized when a liability is incurred, without regard to receipt or payment of cash. OCRWM also
uses budgetary accounting to facilitate compliance with legal constraints and to monitor its budget
authority.

14 (Continued)



UNITED STATESDEPARTMENT OF ENERGY
OFFICE OF CIVILIAN RADIOACTIVE WASTE MANAGEMENT

Notes to Financial Statements
September 30, 1998

(Dollars in thousands unless otherwise noted)

Revenue Recognition — A one-time fee (see note 5) was recorded by the NWF as of April 7, 1983, for
spent nuclear fuel generated prior to that date. Fees recognized by the NWF are based upon kWh of
electricity generated by civilian nuclear reactors on or after April 7, 1983. Fees are recognized as
revenue to the extent of expenses incurred, subject to congressional authorization (also see note 8).
Revenue in excess of current expenses is deferred; deferred revenue is not segregated between Feder:
and nonfederal activities. The life cycle of the program is expected to extend over a period of over
100 years.

OCRWM'’s most recent Analysis of Total-System Life Cycle Cost of the Civilian Radioactive Program
(TSLCC), issued in December 1998, estimated the cost of a surrogate single-repository system without
interim storage to be $43,700,000. Yucca Mountain, Nevada, was assumed as the location for the
repository since it is the only site that DOE is authorized by law to characterize, but this does not
constitute a predecision that Yucca Mountain is an acceptable site. Additional scenarios including a
two-repository system with interim storage were not costed since DOE did not have current cost
information or designs for a second repository and interim storage.

To estimate the share of the TSLCC that should be allocated to the disposal of defense high-level
radioactive waste in the civilian repository, the methodology announced by DOE kedéel

Register in August 1987 was used. The December 1998 TSLCC analysis estimated the defense waste
share of total system costs to be $10,810,000.

The December 1998 TSLCC estimates reflect the Civilian Radioactive Waste Management Program as
currently envisioned. Program changes since the last TSLCC, issued in September 1995, include
increased program costs for additional waste quantities and types; updates to the repository design
basis; a reanalysis of cost uncertainties associated with waste transportation; and an extended
monitoring period. Program changes that reduced costs include the elimination of Multi-Purpose
Canister (MPC) development and acquisition, and reductions in the scope of program management,
development, and site characterization efforts.

OCRWM entered into an agreement with the Office of Environmental Management in
September 1998, stipulating DOE’s current and future liability for the disposal of DOE-owned spent
nuclear fuel and high-level waste (DW). DOE's share of total Program cost cannot be determined
finally until the program is completed and the final program costs are known. However, DOE’'s DW
total cost share to date is estimated to be approximately $2,103,000, including interest amounting to
$652,000, based on the methodology published in the Federal Register in August 1987. As of
September 30, 1998, the NWF is due $1,175,211 from DOE.
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For fiscal year 1998, Congress appropriated $190,000 from the Defense Nuclear Waste Disposal
appropriation to be used for nuclear waste disposal activities. Of the Fiscal Year 1996 appropriation,
$85,000 was restricted to obligation and expenditure on an interim storage facility. None of this
restricted portion was used in Fiscal Year 1998, as statutory authority for an interim storage facility
was not enacted. As of September 30, 1998, OCRWM had used the remaining Fiscal Year 1997
appropriation of $45,300, and $184,340 of the current year appropriation. Also, at September 30,
1998, OCRWM had obligated $5,660 of the Fiscal Y ear 1998 appropriation for payment in 1999.

For Fiscal Year 1999, Congress has appropriated $189,000 from the Defense Nuclear Waste Disposal
appropriation to be used for nuclear waste disposal activities.

Investments — Investments, which consist of U.S. Treasury securities, are classified as
available-for-sale and are reported at fair value in accordance with Statement of Financial Accounting
Standards (SFAS) No. 11Bccounting for Certain Investments in Debt and Equity Securities, with
unrealized gains and losses excluded from earnings and reported as a separate component of net
position. OCRWM uses the effective interest rate method in determining book value of OCRWM
investments.

General Property, Plant, and Equipment — Purchases of general property, plant, and equipment
(PP&E) exceeding $25 are capitalized if they have a useful life greater than two years. PP&E is
depreciated on a straight-line basis over the estimated useful lives of the assets which range from 5 to
30 years. Maintenance costs are borne by OCRWM for equipment either on loan from or shared with
other programs.

Costs of construction are capitalized as construction work in process. Upon completion or beneficial
occupancy, the cost is transferred to the appropriate property account.

Accounts Receivable — Payment of accounts receivable will not be complete untii OCRWM starts
accepting waste. An allowance for doubtful accounts related to one-time spent fuel fees has not been
recorded as of September 30, 1998, as OCRWM is not obligated to accept waste without payment of
fees. Also see note 1.

Liabilities — Liabilities represent the amount of monies or other resources that are likely to be paid by
OCRWAM as the result of a transaction or event that has already occurred. However, no liability can be
paid by OCRWM absent an appropriation. Liabilities for which an appropriation has not been enacted
are therefore classified as liabilities not covered by budgetary resources and there is no certainty that
the appropriation will be enacted. Also, liabilities of OCRWM arising from other than contracts can be
abrogated by the government, acting in its sovereign capacity.
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©)

Accrued Annual L eave — Federal employees’ annual leave is accrued as it is earned, and the accrual is
reduced annually for actual leave taken and increased for leave earned. Each year, the accrued annua
leave balance is adjusted to reflect the latest pay rates. To the extent that current or prior year
appropriations are not available to fund annual leave earned but not taken, funding will be obtained
from future financing sources. Sick leave and other types of nonvested leave are expended as taken.

Tax Status—OCRWM, as a part of the Department of Energy which is a Federal agency, is not subject
to Federal, State, or local income taxes.

Changes in Accounting Principle — In 1998, OCRWM implemented Statement of Federal Financial
Accounting Standards (SFFAS) No.Managerial Cost Accounting Concepts and Standards for the
Federal Government effective October 1, 1997. The effect of this standard is the creation of a new
financial statement — the statement of net cost.

In 1998, OCRWM also implemented Statement of Federal Financial Accounting Standards (SFFAS)
No. 7,Accounting for Revenue and Other Financing Sources and Concepts for Reconciling Budgetary

and Financial Accounting, effective October 1, 1997. SFFAS No. 7 requires that the NWF properly
classify, recognize, and measure resource inflows to the cost of services performed and identify total
budgetary resources. As a result, OCRWM ensured that the full cost of providing goods and services
to other federal entities and the public is captured and identified. SFFAS No. 7 also requires two new
financial statements — the Statement of Budgetary Resources and the Statement of Financing.

First Repository Costs — For the year ended September 30, 1998, first repository costs consist
primarily of Yucca Mountain costs.
Fund Balance with Treasury

A summary of fund balance with the U.S. Treasury as of September 30, 1998 is as follows:

NudearWasteFund 5 105
Defense Nuclear Waste Disposal Appropriation 90,660
$__ 90,765

Appropriated funds represent appropriations received for disposal costs relating to Defense Nuclear
Waste. Of this amount, $85,000 was restricted to obligation and expenditure on an interim storage
facility.
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(4)

®)

Investments

For the year ended September 30, 1998, the NWF received proceeds of $1,954,979, from the sale of
securities. The realized gain on the sale using the specific identification method for the year ended
September 30, 1998 was $50. During 1998, the change in net unrealized holding gain on
available-for-sale securities included in net position was $774,018.

Accrued interest receivable on investments as of September 30, 1998, totaled $83,857.

The gross unrealized gain on available-for-sale securities was $893,981 for the year ended
September 30, 1998.

Investments consisting of U.S. Treasury securities held as of September 30, 1998 consisted of the
following:

Amortized

(premium)

discount, Investments,  Investments

Cogt net net —at fair value
Intragovernmental securities available for sale:
Marketable $ 857,056 5,958 863,014 868,115
Due after 1 year but within 5 years 1,523,205 (86,329) 1,433,751 1,501,540
Due after 5 years but within 10 years 459,905 (34,533) 428,497 463,732
Due after 10 years 4,964,906 26,517 4.991.423 5.777.279
$ _7.805,072 (88.387) 7,716,685 8.610.666

Receivables Due from Utilities

Owners and generators of civilian spent nuclear fuel and high-level radioactive waste have entered into
contracts with DOE for disposal services and for payment of fees to the NWF.
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The NWPA specifies two types of fees to be paid to the NWF for disposal services: (a) a one-time
charge per kilogram of heavy metal in solidified high-level waste or spent nuclear fuel existing prior to
April 7, 1983; and (b) a one mil per kWh fee on al net electricity generated and sold by civilian
nuclear power reactors on or after April 7, 1983. The Secretary shall annually review the adequacy of
the fees established. In the event the Secretary determines either insufficient or excess revenue is
being collected, the Secretary shall propose an adjustment to the fee to ensure full cost recovery. The
contracts between DOE and the owners and generators of the waste provide three options for payment
of the one-time spent fuel fee, one of which must have been selected by June 30, 1985, or within two
years of contract execution. The options were:

Payment of the amount due, plus interest earned from April 7, 1983, in 40 quarterly
installments, with the final payment due on or before the first scheduled delivery of spent fuel
to DOE;

Payment of the amount due, plus interest from April 7, 1983, in a single payment, any time
prior to the first delivery of spent fuel to DOE; or

Payment of the amount due, any time prior to June 30, 1985, or two years after contract
execution, in the form of a single payment, with no interest due.

Under options (1) and (2), interest accrues from April 7, 1983, to date of first payment, at the 13-week
Treasury bill rate compounded quarterly. Under option (1), beginning with the first payment, interest
iscalculated at the 10-year Treasury note rate in effect at the time.

During 1998, there were no payments or adjustments of one-time spent fuel fees by owners and
generators of civilian high-level waste and spent nuclear fuel.
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Public and intragovernmental receivables from utilities at September 30, 1998 were as follows:

Current portion of accounts receivable:
Kilowatt hour fees:

Public $ 144321
Intragovernmental 9,848
Total current portion of accounts receivable 154,169

Public one-time spent fuel fees:
Option (1) 143531
Option (2) 736958

880,489

Public interest on one-time spent fuel fees:
Option (1) 231533
Option (2) 1,183812
1,415,345
Total long-term accounts receivable from Public 2,295,834

Total accounts receivable $ 2,450,003

(6) General Property, Plant, and Equipment, Net

General property, plant, and equipment and related accumulated depreciation consisted of the
following at September 30, 1998:

General property, plant, and equipment $ 87,479
Less accumated deprecation (59,367)
Net book value $ 28,112
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(7)  Unexpended Appropriations

Unexpended appropriations as of September 30, 1998 consisted of the following:

Nuclear Defense Waste
Waste Disposal
Fund Appropriation Total
Unexpended appropriations:
Unobligated:
Avallable $ 14,530 — 14,530
Unavallable — 85,000 85,000
Undelivered orders 38,585 4,256 42,841
Total $ 53,115 89,256 142,371
(8) Financing

The NWPA provides that financing for the NWF consist of:
« Unexpended balances available on the date of enactment for functions or activities
incident to the disposal of civilian high-level radioactive waste or civilian spent nuclear
fuel.
«  Funds appropriated by Congress.
«  Feepayments.
«  Investment income from authorized investments.
Expenditures are made from the NWF subject to congressional appropriation. Investments are made in
U.S. obligations from funds in excess of current needs. If, at any time, monies available in the NWF
are insufficient to discharge responsibilities under the NWPA, borrowings may be made from the U.S.

Treasury. The NWPA limits the NWF from incurring expenditures, entering into contracts and
obligating amounts to be expended, except as provided in advance by appropriation acts.
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9)

(10)

Transfer Appropriations

During 1998, Congress authorized certain funds to be transferred directly from the NWF to various
entities to pay for necessary expenses of OCRWM. Amounts transferred consisted of:

Nuclear Regulatory Commission $ 19,000
Nuclear Waste Technical Review Board 2,600
$ 21,600

The Nuclear Waste Technical Review Board (Board) was established under the Amendments Act. The
Board, an independent establishment within the executive branch of the U.S. government, was
established to evaluate the technical and scientific validity of activities undertaken by the Secretary,
including site characterization activities and activities relating to the packaging or transportation of
high-level radioactive waste or spent nuclear fuel.

Pension Plan

DOE employees working for OCRWM are covered by the Civil Service Retirement System (CSRS) or
the Federal Employees Retirement System (FERS). As required by law, employees make contributions
to the plans based on a percentage of their salaries with an amount contributed by OCRWM in
accordance with the required retirement system regulations. Data regarding the CSRS and the FERS
actuarial present value of accumulated benefits, assets available for benefits, and unfunded pension
liability are not available to individual departments and agencies and therefore are not disclosed by
OCRWM. As such, reporting is the responsibility of the U.S. Office of Personnel Management.

Under Statement of Federal Financial Accounting Standards (SFFAS) Aofinting for Liabilities

of the Federal Government, an employer entity is required to recognize an expense for its employees’
retirement benefits equal to the service costs for these employees for the year based on the plans’
actuarial cost methods and assumptions. The difference between the retirement benefit expense and
contributions made by the entity is reported as an imputed financing source as these costs will
ultimately be funded by the Office of Personnel Management (OPM). As a result, OCRWM
recognized total retirement expense of $1,373 as of September 30, 1998, and an imputed financing
source of $1,102 to reflect the portion of 1998 retirement expense to be paid by OPM. The retirement
benefit expenses were computed in accordance with cost factors provided by OPM.
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(11)

(12)

Transactions With Other Government Agencies

The NWPA established the Office of Civilian Radioactive Waste Management (OCRWM) within DOE
to carry out the provisions of the NWPA and created a separate fund in the Treasury of the United
States. All of the investment and borrowing powers of the NWF are limited to transactions with the
U.S. Treasury. In discharging its obligations under the NWPA, DOE contracts for services with
numerous contractors including other Federal government agencies. Further, significant administrative
services are provided by DOE.

As of September 30, 1998, OCRWM owed other government agencies $1,813 for services and costs
provided to OCRWM. For the year ended September 30, 1998, OCRWM had incurred costs of
$16,606, for services and costs provided by other government agencies.

As discussed in note 2, OCRWM is owed $1,175,211 as of September 30, 1998 from DOE for the

disposal of defense high-level waste in civilian repositories. This receivable is comprised of a current
portion of $194,660 and long-term portion of $980,551.

Litigation

DOE’s Waste Acceptance Obligation

OCRWAM isinvolved with various matters of litigation relating to its obligation in a standard contract
(Standard Contract) with utilities to initiate waste acceptance by January 31, 1998, the date specified in

NWPA of 1982, asamended. A summary of those actionsisincluded below.

Indiana Michigan and Northern States Cases

The Court of Appeals for the District of Columbia Circuit has ruled that the Standard Contract
(2) imposes an unconditional obligation on DOE to initiate waste acceptance by January 31, 1998 and
(2) offers a potentially adequate remedy for the failure of DOE to meet this obligation. Indiana
Michigan Power Co. v. U.S. Department of Energy, 88 F.3d 1272 (D.C. Cir. 1996); Northern States
Power Co. v. U.S. Department of Energy, 128 F.3d 754 (D.C. Cir. 1997). In addition, the Northern
States decision precludes DOE from invoking the unavoidable delays clause of the Standard Contract;
and from asserting traditional sovereign acts defenses in any suits for damages in the Court of Federa
Clams. DOE did not appeal the decision in the Indiana Michigan case. DOE and the State of
Michigan filed petitions for certiorari in the Northern States case, which the Supreme Court denied on
November 30, 1998.

The Indiana Michigan and Northern States cases do not have a direct impact on the NWF because no
contractual damages were sought and the court denied equitable relief, such as an escrow of funds. All
other cases discussed in this section, however, are based on the holdingsin these two cases.
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It is too early to evaluate the ultimate impact on OCRWM of claims based on the decisions in the
Indiana Michigan and Northern States cases. Resolution of any such claims will involve highly
fact-specific and individualized decisions about the costs incurred by each contract holder as a result of

the delay of the Department in meeting its obligation under the Standard Contract. The potential
impact, however, is significant. The Department has estimated possible damages to be between
$500 million and $1 billion if all utilities filed claims. Some utilities’ representatives have estimated
damages totaling $45 billion.

Claims based on the decisions in the Indiana Michigan_and Northern &iatsscould impact the

NWF in one of two ways. First, if a court determines a contract holder can and must pursue its
contractual remedies and proceed under the delays clause of the Standard Contract, the contract holdel
may be found eligible to receive equitable adjustments of its on-going nuclear waste fees. This
“equitable adjustment” of fees would reduce revenues to the NWF. Alternatively, if a court determines
a contract holder can pursue a damage suit for breach of contract, the contract holder may obtain a
judgment against the Department for money damages. It is unclear whether such a judgment would be
paid out of the Judgment Fund, the NWF or some other source of funds. If a judgment were paid out
of the Judgment Fund, there is a possibility the Judgment Fund would ultimately be reimbursed by the
NWF or other funds appropriated to the Department. If the size of the NWF were to be substantially
affected by either equitable adjustments or payments of judgments, the Department might then be
obligated to propose fee adjustments pursuant to the NWPA's “full cost recovery” provision,
42 U.S.C. 10222(a)(4). Any such fee adjustments would be “across the board” and applicable to all
utilities with currently operating reactors.

Pending Cases: U.S. Court of Appealsfor the District of Columbia Circuit

As discussed in detail below, several utilities have brought cases in the U.S. Court of Appeals for the
District of Columbia that contain claims based on the decisions in the Indiana Michigan and Northern
States cases. The Department believes that, after the exhaustion of any administrative remedies under
the Standard Contract, the U.S. Court of Federal Claims is the proper venue for claims based on the
decisions in the Indiana Michigan and Northern Stags®s and anticipates that the Court of Appeals

will agree with this view. If, however, the Court of Appeals permits these claims to proceed, it is too
early to evaluate their likely outcome. As discussed previously, a judgment against the Department
could affect the NWF.
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Consolidated Edison Company of New York v. U.S. Department of Energy, case no. 98-1358.

Several utilities filed a petition for review of the Department’'s fee adequacy determination. In
addition, they sought leave to file a complaint in the D.C. Circuit seeking damages and specific relief
for the Department’s failure to commence disposal of their spent nuclear fuel. These cases were held
in abeyance pending disposition by the U.S. Supreme Court of petitions for certiorari filed in Northern
States, discussed above. The denial of certiorari on November 30, 1998 has revived the cases. The
utilities have filed a motion for appointment of a special master to hear the case which the Department
opposed. Briefing of jurisdictional issues will begin in January 1999.

General Electric Company v. U.S. Department of Energy, case no. 98-1356; Arizona Public Service
Commission v. U.S. Department of Energy, consol. cases no. 98-1346 and 98-1348.

Theses cases involve petitions filed in the Court of Appeals for review of the Department’s failure to
commence disposal of spent nuclear fuel in an attempt to ensure that the decision in the Northern
States case applies to utilities that were not parties to that case. On January 5, 1999, the Court of
Appeals ordered the petitioners to show cause why their petitions should not be dismissed in light of
the decision in the Northern States case that the Standard Contract provides a potentially adequate
remedy. While the Department believes it is likely the petitions will be dismissed, it is possible the
utilities then will file suit in the United States Court of Federal Claims or pursue an administrative
claim with the Contracting Officer for the Standard Contract.

Pending Cases: U.S. Court of Federal Claims

As discussed in more detail below, several utilities have brought cases in the U.S. Court of Federal
Claims that contain claims based on the decisions in the Indiana Michigan and NorthernaSedes

In the first three cases, the Court of Federal Claims has found that the Department has breached its
contracts with the three utilities, each of which has only one shutdown reactor, and that no contractual
remedy exists because these utilities are not paying ongoing fees. The Department currently is engaged
in discovery to determine the amount of damages to be paid. It is too early to evaluate the ultimate
amounts of the judgments against the Department in these cases. As discussed previously, these
judgments could affect the NWF.

In the other seven cases, the Court of Federal Claims has not issued any final decisions. The
Department is taking the position in these cases that the utilities, which have operating reactors and are
subject to the payment of ongoing fees, must exhaust the administrative process at the Department
before filing suit in the Court of Federal Claims. It is unclear whether there ultimately will be a
contractual remedy or a court judgment in any of these cases. As discussed previously, an equitable
adjustment of fees or a judgment against the Department could affect the NWF.
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Y ankee Atomic Electric Co. v. United States, case no. 98-126C, Connecticut Y ankee Atomic Power
Company v. United States, case no. 98-154C, and Maine Y ankee Atomic Power Company v. United
States, case no. 98-474C.

On February 18, 1998, the Y ankee Atomic Electric Company filed suit for damages in the amount of

$70 million associated with the extended storage of 127 metric tons of spent nuclear fuel onsite at its

shutdown nuclear plant in Massachusetts. Y ankee asserted that while it had paid the contractual fees

in full, the Department did not commence disposal by January 31, 1998, and had thus breached the

Standard Contract. The Department argued that any delay in performance was redressable under the
avoidable delays clause of the Standard Contract and that Yankee’'s sole remedy is a claim for
equitable adjustment through administrative procedures described in the contract, as opposed to a suit
for damages based on a breach of contract claim.

On October 29, 1998, the U.S. Court of Federal Claims found that the utility need not exhaust its
contractual remedies and that the Department was in breach of contract. It therefore granted summary
judgment for Yankee on the issue of the government’s liability. The Court also stated that where
complete relief is not available under a contract, the controversy is not limited to administrative
remedies in the contract (“Disputes” clause) and may be tried in court. The Court found that statutory
restrictions on the adjustment of the one—time fee precluded the Department from retroactively
adjusting Yankee’'s charges to reflect its onsite storage costs and that the Department’'s authority to
make expenditures from the NWF was restricted to specifically listed activities which do not include
paying the costs of onsite storage.

Similar suits had been filed by Connecticut Yankee and Maine Yankee seeking $90 million and
$128 million respectively for the Department’s failure to remove spent nuclear fuel from their
shutdown reactor sites. On October 30, 1998 and November 3, 1998, the U.S. Court of Federal Claims
issued orders finding that, for the same reasons stated in the Yankee Atomic decision, the Department
is contractually liable to the utilities.

The next phase of the “Yankee” cases will determine the damages payable. While it is not expected
that the utilities will receive all of the damages that they seek, potential government liability from these
three cases could be in the tens of millions of dollars. As discussed previously, these judgments could
affect the NWF.
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Northern States Power Company v. United States, case no. 98-484C; Commonweath Edison Company
v. United States, case no. 98-621C; Southern Nuclear Operating Company, including Alabama Power
Company and Georgia Power Company v. United States, case no. 98-614C; Duke Power, a Division of
Duke Energy Corporation v. United States, case no. 98-485C; Florida Power and Light Company V.
United States, case no. 98-483C; Indiana Michigan Power Company v. United States, case no.
98-486C; Sacramento Municipal Utility District v. United States, case no. 98-488C.

In addition to the “Yankee” cases, seven other utilities, most with currently operating reactors, have
filed suits in the U.S. Court of Federal Claims seeking damages totaling over $4 billion. In several of
these cases, the utilities have motions for summary judgment on contract liability pending that are
similar to those filed in the “Yankee” cases. In opposition, the Department has filed motions to dismiss
the cases on the ground that the utilities have not exhausted their contractual remedies by applying for
equitable adjustment of their ongoing fees. Depending on how the Court decides these cases, damages
could be paid out of the Judgment Fund or the NWF, or there could be an equitable adjustment of fees
that would affect revenues currently being deposited into the NWF. While it is too early to evaluate
the ultimate outcome of these cases, the potential government liability from these cases could be
substantial but most likely considerably less than the $4 billion claimed in the complaints. As
discussed previously, an equitable adjustment of fees or a judgment against the Department could
affect the NWF.

Should the Department not prevail on its motion to dismiss for the utilities’ failure to exhaust their
administrative remedies, it is likely that many more utilities will file similar suits for damages. If the

Department does prevalil, it is likely that the seven utilities, as well as many other utilities would file
administrative claims with the Department’s Contracting Officer.

Pending Administrative Claim

On August 21, 1998, one contract holder submitted a proposed bilateral modification and request for
equitable adjustment to the Department’s Contracting Officer for the Standard Contracts. The proposal
requests non-monetary and monetary relief for the Department’s delay in disposing of the contract
holder's spent nuclear fuel. The Department is in the process of considering the proposal. If
negotiations are unsuccessful, the Department anticipates that the contract holder may file a certified
claim pursuant to Article XVI (“Disputes” of the standard contract) and, if the Contracting Officer
denies such a claim, this decision may be appealed to the Department of Energy Board of Contract
Appeals (EBCA). A decision by the Contracting Officer or the EBCA to grant an equitable adjustment
of fees could affect the fund.
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Pending Case: U.S. District Court, District of Minnesota

Patrick Roedler v. U.S. Department of Energy, case no. 98-1843.

On August 7, 1998, the plaintiffs in this case, ratepayers of the Northern States Power Company who

are not signatories to the Standard Contract, filed suit alleging essentially the same breach of contract

claims alleged in the Northern States Court of Claims cases above. Plaintiffs contend that the
Department’s failure to commence accepting spent nuclear fuel by January 31, 1998, has caused them
substantial damages due to continuing onsite storage costs at Northern States’ Monticello and Prairie
Island nuclear generating plants. They assert that if onsite disposal of Prairie Island’s spent nuclear
fuel does not begin before 2004, the facility’s onsite storage capacity will be exhausted and that
ratepayers will incur substantial payments associated with a premature shutdown of the Prairie Island
plant. Relying on the Tucker Act, which waives the United States sovereign immunity where there
exist express or implied in fact contracts, the plaintiffs claim that they are entitled to recover over
$340 million. The Department has moved to dismiss on the ground that the plaintiffs have no
contractual rights in this case and that plaintiffs are litigating the same breach of contract claim as in
Northern States. It appears that the Department’s chances of prevailing on the merits are good. There
is a low probability of an impact on the NWF.

Other Matters

OCRWM is involved in several other matters of litigation in its normal course of business.
Management does not believe that the ultimate resolution of these matters will have any material
adverse impact on the NWF-.

(13) Additional Waste

In November 1993, DOE's Office of Environment, Safety and Health issued a report that identified
additional waste owned by the Department, from both commercial and defense projects, that may
require disposal in a civilian repository. OCRWM has been in the process of evaluating the additional
costs for disposal of these waste forms. The need to consider additional waste forms has raised new
issues that complicate cost projections as the volume of wastes requiring disposal, and the
corresponding cost of regulatory compliance, facility and equipment designs, and cost of operations are
unknown at this time. The range of costs ($200 to $500) presented in the notes to OCRWM'’s financial
statements as of September 30, 1995 are incomplete and have not been revised. Therefore, no amount
have been recorded in the accompanying financial statements as of September 30, 1998, because the
amount of fees attributable to this waste is not reasonably able to be estimated at this time. OCRWM
is not obligated to accept any waste until the cost of its disposal is paid by the owners/generators of the
waste.
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High-level radioactive waste owned by the State of New York and currently stored at the West Valley
Demonstration Project site, is of atype that may be disposed of in a Federa repository if the State of
New York has entered into a contractual agreement with DOE, similar to the provisions of 10 CFR
Part 961. To date, the State of New Y ork has not entered into such an agreement. If the methodology
announced by DOE in the Federal Register in August 1987, for the calculation of the defense
high-level waste share of program costs were used, the share of total-system costs allocated to the
disposal of West Valley high-level waste would be approximately $150 million. This amount has not
been recorded in the financial statements as of September 30, 1998, because, at this time, DOE is not
legally required to take title to or dispose of the West Valley high-level waste, nor is the State of New
Y ork required to enter into adisposal contract with DOE if it does not plan to dispose of the high-level
waste in a Federal repository.

(14) Deferred and Earned Revenue
Asdescribed in note 2, all fees, both kWh fees and Defense high-level waste fees, as well as the related
interest, are recognized as revenue to the extent of expenses incurred. Revenue in excess of current

expenses is deferred.

Deferred revenue at September 30, 1998 was as follows:

Fees collected:
KWh tees:
Public $ 567,343
Intragovernmental 41,039
Detense high-level waste tees, Intragovernmental 210024
Interest on one-time spent tuel tees, public 115606
Interest, Intragovernmental:
Income on investments 466,653
Detense high-level waste tees 156072
Net gain on sale of Investments 50
Other revenue 71
Tota revenues 1,556,858
Less — earned revenue (428,042)
Change in deferred revenue 1,128,816
Deferred revenue — September 30, 1997 10,039,086
Deferred revenue — September 30, 1998 $ 11,167,902
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(15) Prior Period Adjustment

The prior period adjustment reflected in the statement of changes in net position represents a correction
in the recognition of deferred revenue in prior periods.
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Independent Auditors” Report on Internal Controls Over Financial Reporting

Office of Civilian Radioactive Waste Management
United States Department of Energy:

We have audited the financial statements of the Office of Civilian Radioactive Waste Management
(OCRWM) as of and for the year ended Seplember 30, 1998, and have issued our report thereon dated
January 15, 1999, We conducted our awdit in accordance with generally accepted auditing standards; the
standards applicable 10 financial audits comained in Government Auditing Standards, issued by the
Comptroller General of the United States; and Office of Management and Budget (OMB) Bulletin No. 98-08,
Audit Requirements for Federal Financial Statements. Our andit repont included a paragraph emphasizing
contingencies ansing from several matters of linigation.

The management of OCRWM is responsible for establishing and maintaining internal control over financial
reporting. In fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control policies and procedures. The objectives of internal
control are 1o provide management with reasonable, but not absoluwle, assurance that (1) transactions are
executed in accordance with laws governing the use of budget authority and other laws and regulations that
could have a direct and material effect on the financial statements, and certain other laws, regulations, and
governmeni-wide policies identified by the OMB as applicable to OCRWM; (2) assets are safeguarded
against loss from unauthorized acquisition, use, or disposition; (3) transactions are properly recornded.
processed, and summarized to permit the preparation of financial statements in accordance with applicable
accounting principles described in Note 2 to the financial statements; and (4) transactions and other data that
support reported performance measures are properly recorded, processed, and summarized to permit
preparation of performance information in accordance with criteria stated by management. Because of
inherent limitations in internal control, fraud may nevertheless occur and not be detected. Also, projection of
any evaluation of internal controls to future periods is subject to the risk that procedures may become
inadequate because of changes in conditions or that the effectiveness of the design and operation of policies
and procedures may deteriorate.

In planning and performing our audit, we considered OCRWM s intemnal control over financial reporting by

~ obtaining an understanding of OCRWM's significant intemnal controls. determined whether these intermnal
controls had been placed in operation, assessed control risk, and performed tests of controls in order 0
determine our auditing procedures for the purpose of expressing our opinion on the financial statements and
not 1o provide assurance on the internal control over financial reporting. Consequently. we do not provide an
opinion on iMemal controls,

Cher consideration of internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be reportable conditions, under standards issued by the
American Institute of Certified Public Accountantz and OME Bulletin No. 98-08 and, accordingly, would not
necessarily disclose all repontable conditions that are material weaknesses. Reponable conditions are matlers
coming to our attention relating to significant deficiencies in the design or operation of the intemal controls
that, in our judgment, could adversely affect OCRWM’s ability to record, process, summarize, and report
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financial data consistent with the assertions by management in the financial statements. Material weaknesses
are reportable conditions in which the design or operation of one or more of the intemal contral components
does not reduce to a relatively low level the risk that misstatements, in amounts that would be material in
relation 1o the financial statements being audited, may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters in volving the
intermal control and its operation thal we considered to be material weaknesses as defined above.

With respect to internal controls related to performance measures determined by managerment to be key and
reported in the Overview 1o the financial statements, our evaluation was limited 1o obtaining an
understanding of relevant internal control policies and procedures designed to permit preparation of reliable
and complete performance information, and assessing control risk (the risk that a material misstaternent in a
reported performance measure could occur and not be prevented or detected on a timely basis by OCRWM s
internal controls). Our procedures were not designed to provide assurance on internal control over reported
performance measures, and accordingly, we do provide an opinion on such controls,

However, we noted other matters involving internal controls and their operation that we have reporied o
management of the NWF in a separate leter.

This report is intended solely for the information and use of the management of OCRWM and the United

States Department of Energy and is not intended to be and should not be used by anyone other than these
specified parties.

HPM&2L L P

January 15, 1999
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Independent Auditors’ Report on Compliance with Laws and Regulations

Office of Civilian Radioactive Waste Management
United States Department of Energy:

We have audited the financial statements of the Office of Civilian Radioactive Waste Management
(OCRWM]) as of and for the year ended September 30, 1998, and have issued our report thereon dated
Tanuary 15, 1999. We conducted our audit in accordance with generally accepted auditing standards; the
standards applicable to financial audits comained in Government Auditing Standards, issued by the
Comptroller General of the United States; and Office of Management and Budget (OMB) Bulletin No. 98-08.
Audit Requirements for Federal Financial Statements, except for those portions of the Bulletin that relate 1o
the Federal Financial Management Improvement Act (FFMLA) of 1996, The Department of Energy Office of
Inspector General is responsible for determining compliance with FFMIA. Our audit report included a
paragraph emphasizing contingencies arising from several matters of litigation.

The management of OCRWM is responsible for complying with laws and regulations applicable to the NWF.
As part of obtaining reasonable assurance about whether CCRWM s financial stmements are free of material
misstaternent, we performed tests of its complionce with certain provisions of laws and regulations,
noncompliance with which could have a direct and material effect on the determination of financial staement
amounts, and certain other laws and regulations specified in OMB Bulletin No. 98-08. However, providing
an opinion on compliance with certain provisions of laws and regulations was not an objective of our audir.
Accordingly, we do not express such an opinion,

The results of our tests of compliance with the laws and regulations described in the preceding paragraph
disclosed no instances of noncompliance that are required 10 be reponted herein under Governmenr Auditing
Standards and OMB Bulletin No. 98-08,

This repont is intended solely for the information and use of the management of OCEWM and the United
States Department of Energy and is not intended to be and should not be used by anyone other than these

specified parties.
APM&LL P

January 15, 1999
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